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Financial transfer is a fundamental component of intergovernmental fiscal 
relations. The standard financial transfer system is an important method of regulating 
all levels of governments’ revenue and expenditure and balancing the differences in 
regional economy, whose main objective is to achieve fiscal equalization and the 
equalization of public services. After 1994, our country has set up the fiscal transfer 
payment system with Chinese characteristics. For the next several years，the central 
government and local governments have made the corresponding adjustment to this 
system according to their actual situations. Under this background, this article tries 
to take Fujian province’s present financial transfer system as the example, for the 
purpose of assessing the effect of fiscal equalization of Fujian province’s present 
financial transfer system and making some corresponding discussions to improve the 
local governments’ financial transfer system. 
First, this article compares the proportion of financial revenue and population in 
the provincial level, municipal and the county level before and after the 
implementation of financial transfer system in Fujian province, finding that the 
intergovernmental financial transfer does not reduce the differences between revenue 
and expenditure at all levels of government, but aggravates the situation of vertical 
imbalance in Fujian province. At the same time, this article has carried on empirical 
analysis to the horizontal fiscal equalization effect of Fujian province's financial 
transfer through weighted coefficient of variation and performance indicator. We 
discover that the Fujian province’s present financial transfer has not reduced the 
disparities among various areas from 2001 to 2004, but has had a reverse effect of 
equalization. From 2005 to 2007, Fujian province’s present financial transfer has 
played certain role in balancing the disparities among various areas, but the situation 
of imbalance has not been broken completely, still having some distances to the goal 














the empirical methods of testing to analyze the fiscal equalization effect of tax rebate, 
general transfer and the special grants, discovering that tax rebate has a reverse 
effect of equalization, general transfer has a strong effect of fiscal equalization, and 
special grants have a weak fiscal equalization effect. Finally, this article makes some 
corresponding policy recommendations on how to improve the Fujian province’s 
financial transfer based on above analysis. 
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